Introduction
In this teaching note I list some suggestions that might be useful to take into account when forecasting financial statements departing from historical data. The ideas presented in this note are the result of advising undergraduate and graduate students in the course Econ The note is divided in four sections in addition to this Introduction: Section One, Analyzing the Historical Financial Statements, is related to the analysis and use of historical information from the financial statements. In Section Two I mention some tips related to the construction of forecasted financial statements. In Section Three I present a list of tips related to the proper way to valuate the cash flows. In Section Four a brief summary is presented. In an Appendix I present a list of input variables that might be useful for forecasting purposes.
I thank Professor Joseph Tham of Duke Center for International Development (DCID), Sanford Institute for
Public Policy first for asking me to write this guide and second for his suggestions on it and to his students who worked very hard trying to match the financial statements in the final class project.
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In forecasting financial statements we could have several approaches. One of them might be to start from the basic variables and forecast items such as number of units of product or service, prices, increase in prices, and the like. Another is to start from the historical financial statements and from them identify some behavior of different items, identify implicit policies, growth rates and so on. Although I prefer the former approach, I
will concentrate in hints regarding the later one. This means that I Hill mention hints related to the second approach.
I will list some guidelines and hints on what, how and why to look in the historical financial statements in order to forecast the financial statements. The list is divided in three categories: one is related to the analysis of retrospective financial statements. The second one is related to the prospective financial statements. Finally, a list of tips regarding the valuation process is presented including a schematic view of the basic procedure for valuation with the most used discounted cash flows methods. and Taxes (EBIT). This difference is an upper limit for depreciation charges (it has amortization charges in it). In traded firms this is usual available information.
If historical depreciation charges are not identified, it might be necessary to
define a method of depreciation and depart from the last figure for net assets in the latest historical Balance Sheet.
1.4.4. Be careful not to depreciate an asset beyond its book net value.
Capital investment expenditures. Although capital investment expenditures do
not occur as a function of revenues, they can be expressed as the historical average expense as a percent of revenues. It might be better to calculate that percent in terms of deflated or real revenues and adjust for the future domestic or foreign inflation rate. EBTs. This will give you a weighted average of the tax rate. Use this weighted average as the tax rate for forecasted financial statements.
Economic environment and related variables
1.7.1. Identify the "driver" of growth. For instance, if your product or service is bought by end users identify how the target market is increasing. In these cases the "driver" is usually the population and it might be useful to identify the growth rate of population. (It might be necessary to identify which segment of the population is the target population for the product or service). If your 8 product or service is for firms and not directly to the end user, you need to identify growth rates for those firms and the growth rate the number of those firms is growing. (Eventually, all demands are related to population growth, but specific trends in the specific target market can be identified). the cash flow to debt, unless they are not paid (say, they are accrued bit not paid therefore increasing the debt balance).
2.3.4.
In the case of a loan fully paid in the forecasting period, the sum of principal payments should be identical to the initial debt balance.
2.3.5. The same, the present value of the payments at the cost of debt for that specific loan should be identical to the initial debt balance.
2.3.6. Principal payment at time t is equal to the constant payment at time t minus the interest at time t calculated as Kd×(Deb t −1 ).
2.3.7. Debt balance for the last year has to be zero (in case the debt is fully paid during the forecasted period).
2.3.8. The debt balance at any year (or the sum of all debt balances in case there are several loans) should be identical to the total debt in the Balance Sheet. 3.1.5. A more general formulation of the WACC and that can be used in any case is (assuming that the discount rate of the tax savings, ψ, is Ku, the cost of unlevered equity) WACC t = Ku t − TS t /V t-1 where V is the value of the firm in period t−1.
Indexes from the Income
3.1.6. Remember that E% + D% = 1. E% t is E t−1 /V t−1 and D% t is D t−1 /V t−1 . When using these percentages in the WACC or Ke formula, they should be calculated using the previous period values for D, E and V. These values are market value. Market value means the present value of the corresponding cash flows at the proper discount rate. 3.2.6. The Net Present Value, NPV, is a measure of the desirability of an investment. It is not the value of the firm. The difference between the value of the firm or the equity and the NPV is the amount invested in each case. The NPV at any time t can be calculated as it is the present value of all the cash flows after period N, the last forecasted period.
Discounting the Cash Flows
3.2.9. The TV is calculated as a perpetuity.
3.2.10. The TV can be calculated as a non-growing or a growing perpetuity.
Cost of debt and debt value
3.3.1. Remind that for valuation purposes, the relevant debt is financial debt.
Financial debt is any liability that generates the obligation to pay interest. 
